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President Armando Calderon Sol ended his second year in office defending his embattled economic
program against criticism from opposition parties as well as from powerful business associations
and independent economists. Admitting that growth had slowed, the president announced a 12point program to stimulate the economy. The move was widely taken as a tacit admission that
his economic policies have failed. In February 1995, Calderon Sol announced a bold economic
plan (Plataforma Economica para el Desarrollo Social Integral del Pais), which was supposed to
prepare the economy for global competition. The plan called for pegging local currency to the
US dollar, drastic and rapid tariff reduction, state modernization, and tax reform (see NotiSur,
05/18/96). Critics, including the pro-government business organization Asociacion Nacional de la
Empresa Privada (ANEP), said the plan would expose industry and agriculture to dangerous levels
of competition. They also argued that replacing revenue lost from reduced customs collections with
a higher value-added tax (impuesto al valor agregado, IVA), as proposed, would be recessionary and
socially divisive.
In July 1995, the Banco Central de Reserva de El Salvador (central bank) took steps to curb inflation
during the expansion that began in December of the previous year. The expansion ended some
said because of the central bank's action and by the beginning of the third quarter, there were
unmistakable signs of contraction (see NotiSur of Latin American Economic Affairs, 11/09/96). By
May of this year, businesses were reporting a 30% drop in sales, layoffs, and a mountain of overdue
consumer debt. Business leaders are now calling the contraction a recession. The one bright spot
in the picture is the financial sector, which registered 24.4% growth in the 12 months ending in
February 1996, compared to 7.4% growth for the previous 12 months, according to the central bank's
index of economic activity (Indice de Volumen de la Actividad Economica IVAE). But virtually all
other sectors experienced slowed or no growth through February. Agriculture did surge 5.3% in the
12-month period ending in February, but that came after a 4.5% drop in output in the previous 12month index.
Manufacturing, retail sales, construction, and transportation are in full recession. As a result, as
Calderon Sol completes his second year in office, he has encountered a series of protests and
demands to alter the country's economic course. Just a week before his June 1 annual message to
the Legislative Assembly, the country was hit by the second protest strike by business this year. In
March, businesses in the eastern departments of Usulutan and San Miguel shut down for a day to
protest crime (see NotiSur, 03/22/96). On May 22, hundreds of small and medium-sized businesses
in the city of San Miguel again closed in protest, this time against the government's "fiscal
harassment." "It isn't that we don't want to pay taxes, but the way they are collected is affecting us,"
said a local merchant. "In addition, we want tax collection to be fair, but the government is harassing
only the small businesses and leaving the big ones alone."
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The nongovernment Comision de Derechos Humanos (CDHES) also criticized the administration
for its economic policies. A CDHES report, released on June 4, blamed poverty on the government's
"appalling economic measures." The commission said that these measures are concentrating capital
in "a few hands," while 60% of the population has a monthly income of less than US$150. The
vigorous growth in 1995 is largely the result of increased consumption by families who receive
remittances from relatives living abroad rather than from any substantial hike in domestically
generated economic activity, said the report. The government's own human rights ombudswoman,
Victoria Marina de Aviles, described the economic situation as "very difficult," and said that poverty
is pushing the population to "desperation."
The public is also disenchanted with the administration's handling of the economy, according
to a poll taken during the last week in May by the Instituto de Opinion Publica (IUDOP) of the
Universidad Centroamericana (UCA). The poll indicated that 61.6% of respondents believe the
economic situation has worsened during Calderon Sol's term, while 67% think the president has
not effectively dealt with the problems of corruption and crime. Reviewing the results of the poll
at a press conference, UCA vice rector Rodolfo Cardenal said that the president had "flunked the
examination," because respondents rated the president's overall performance at just 5.12 points on
a 10- point scale. "The first two years of this administration have turned out badly for the country,"
said an UCA researcher. "The government has not met its own goals and the general situation of the
population is worse now than it was two years ago."
In mid-May, the Chamber of Commerce and Industry (Camara de Comercio e Industria de El
Salvador, CCI) proposed several measures to reverse the recession and stimulate production and
employment. Some of the measures increased government investment in infrastructure, more credit
for agriculture and small business, and the creation of a fund to assist the change toward globally
oriented production run counter to the administration's economic program. The chamber also
called for greater government efforts to reduce crime, to stop dumping of foreign imports, and to
crack down on contraband. But the administration at first refused to make such changes. What the
business sector is calling a recession, the administration prefers to term an "adjustment."
In mid-May, Banco Central president Roberto Orellana and Treasury Minister Manuel Enrique
Hinds confirmed suspicions that the economy had slowed, but insisted that it was a normal
downside of the business cycle. They said that the current deceleration is due to high inventories
acquired by business during the 1994- 1995 expansion. Hinds noted that the 1996 IVAE growth
figure of 6.1%, though smaller than the 6.7% of 1995, is the same as it was in December 1994
before the expansion began. He concluded that once excess inventory is sold off, the economy
will experience another upward trend. Neither official nor the president said that any important
policy changes were necessary. Nevertheless, the administration's critics see the downturn as
more structural than cyclical. The government has never implemented its economic plan in a fully
integrated way. Instead, it backed away from important elements, such as currency stabilization
and privatization under pressure from business and labor. On the other hand, it pushed ahead with
massive layoffs of public workers and an increase in the IVA from 10% to 13% (see NotiSur, 08/10/95
and 03/07/96).
The private sector has said all along that the administration's slowness in fully implementing state
modernization and privatization of government firms such as the telecommunications company
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Administration Nacional de Telecomunicaciones (ANTEL) has held back foreign investment. The
Salvadoran Foundation for Economic and Social Development (Fundacion Salvadorena para el
Desarrollo Economico y Social, FUSADES), which advises the administration on economic policy,
urged last month that the government take emergency measures including an accelerated program
of privatization so that the income generated could be used to stimulate the economy. But after
two years, privatization is still largely in the discussion stage. An administration proposal for a
privatization law is now before the legislature. However, Alfredo Mena Lagos, the president's
commissioner for modernization, told the daily newspaper La Prensa Grafica in May that it was
only a draft aimed at eliciting comments. Despite the slow pace of privatization, ANTEL, the electric
power utility Comision Ejecutiva Hidroelectrica del Rio Lempa (CEL), the ports, and airports will all
be sold before the end of Calderon Sol's term in June 1999, said Mena Lagos.
In his annual report to the legislature, Calderon Sol admitted that economic growth had been slow
but listed macroeconomic improvements such as reductions in the fiscal deficit and inflation, a
stable currency, and increased foreign exchange reserves. "The macroeconomic situation is strong
and healthy, but we recognize that, in recent months, the economy's growth is slower and, although
we are far from recession, it is undeniable that the cost of living has caused understandable
concern," said the president. Following the line laid down two weeks earlier by Hinds and Orellana,
the president emphasized the inevitability of occasional contractions as the market corrects itself.
Once the market adjusts, the economy will "move ahead," he said. However, he also appeared
to heed the demands for a change of course from the Chamber of Commerce, from FUSADES,
and from ANEP. During his address to the Assembly, the president offered a 12-point program to
stimulate growth. The program will include:
*Government investment in infrastructure and increased spending on social programs totaling US
$114.6 million;
*postponement of the scheduled tariff reductions on consumer goods to permit domestic producers
to prepare for global competition;
*a 6% tax on nontraditional exports to assist producers of traditional goods;
*an exemption from IVA for imported capital goods;
*accelerated depreciation of business assets for tax purposes and the elimination of the capital gains
tax;
*increased availability of credit for small business;
*a stimulus package for agriculture, including access to new technology, market information, and
other measures aimed at protecting basic grain production;
*a national "competitiveness" program to support business modernization, to improve the quality of
export products, and to benefit the consumer; and
*use of savings from the state modernization program for investment in infrastructure and
sustainable development projects that directly benefit the poor.
While the administration explains the cause of the contraction as "normal" and "cyclical," the
president's 12- point solution appears tacitly to accept the criticism that his handling of the economy
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played a part in the downturn. This contrasts sharply with a statement the president made in March,
in which he blamed lack of progress in solving economic and social problems on "the culture of
disrespect and disobedience" promoted before and during the armed conflict of the 1980s. The 14
deputies of the opposition Frente Farabundo Marti para la Liberacion Nacional (FMLN) boycotted
the Legislative Assembly during the president's address. "We are not attending as a sign of our
disapproval with the political, economic, and social measures carried out by Calderon," said FSLN
deputy Gerson Martinez. "We do not approve of the economic calamity that his false modernization
process has generated, leaving thousands unemployed."
The boycott was also a protest against the administration's anti-crime policies, which, they said,
fail to attack the root causes of crime. Finally, the deputies criticized the president's "authoritarian
attitude" in his relations with opposition parties and critics. No effort to reach a national consensus
is possible "with a president who does not listen," they said. The FSLN boycott underscored what
critics both inside the governing Alianza Republicana Nacionalista (ARENA) and among the
opposition have been saying for most of the president's two years in office: to move the economy
into global readiness, problems such as rampant crime and poverty have to be addressed along with
inflation and the fiscal deficit. Furthermore, the president's original economic plan left little role for
government to play in correcting imbalances and abuses.
La Prensa Grafica columnist Juan Hector Vidal wrote that the present crisis may be the result
of too much confidence in the free-market model, leaving no room for sectoral policies to tune
the economy to the needs of such vital activities as production of basic grains. Nothing in the
model offers help to businesses hurt by contraband, the unfair trade policies of other countries,
tax evasion, influence peddling, corruption, and other problems. These realities "contradict the
idea that efficiency and productivity are guaranteed exclusively by the trade opening," said Vidal.
[Sources: La Prensa Grafica, 05/13/96, 05/15/96, 05/16/96, 05/18/96, 05/20/96; El Diario de Hoy,
05/09/96, 05/16/96, 05/18/96, 05/21/96; Agence France-Presse, 05/22/96, 06/01/96, 06/02/96, 06/03/96;
Agencia Centroamericana de Noticias Spanish News Service, 03/30/96, 06/04/96, 06/05/96; Inforpress
Centroamericana (Guatemala), 06/06/96]
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